AT Segal Consulting
Andy Yeung, ASA, MAAA, FCA, EA

100 Montgomery Street Suite 500 San Francisco, CA 94104-4308 Vice President & Associate Actuary
T 415.263.8283 www.segalco.com ayeung@segalco.com

VIA E-MAIL and USPS
July 3, 2014

Mr. Steve Delaney

Chief Executive Officer

Orange County Employees Retirement System
2223 Wellington Avenue

Santa Ana, CA 92701-3101

Re:  Illustrations of Retirement Costs, Unfunded Actuarial Accrued Liability and
Funded Ratio under Alternative Economic Scenarios

Dear Steve:

As requested, we have developed 15-year illustrations of the employer contribution rates for
OCERS under three sets of market return “scenarios” after December 31, 2013. In this letter,
we have also provided the Unfunded Actuarial Accrued Liability (UAAL) in dollars and the
funded ratio associated with those projected employer contribution rates. These results have
been prepared using the results from the December 31, 2013 valuation approved by the Board
at its meeting in June 2014.

The three market rate of return scenarios are as follows:

> Scenario #1: 0.00% for 2014 and 7.25% thereafter.
> Scenario #2: 7.25% for all years.

> Scenario #3: 14.50% for 2014 and 7.25% thereafter.

The projected contribution rates for the aggregate plan are provided in Attachment A. The
projected contribution rates for the ten Rate Groups are provided in Attachment B. The
projected UAAL and funded ratio for the aggregate plan are provided in Attachment C. The
projected UAAL and funded ratio for the ten Rate Groups are provided in Attachments D
through M. Also, we have added a new Attachment N with the projected contribution rates for
the different plans within the ten Rate Groups.
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This projection also reflects the potential employer savings as current employees leave
employment and are replaced by new members covered under the tiers required by the
California Public Employees’ Pension Reform Act of 2013 (CalPEPRA) starting at

January 1, 2013. Please note that some of the changes made by CalPEPRA, such as the sharing
of the total Normal Cost on a 50:50 basis, may result in employer savings for current
employees. As the impact of those potential savings has not been studied by OCERS, we have
not included those in this illustration.

Methods and Assumptions

The methods and actuarial assumptions we used to prepare the employer contribution rates, the
UAAL and the funded ratio are as summarized below:

> The illustrations are based on the actuarial assumptions and census data used in our
December 31, 2013 valuation report for the Retirement Plan. With the exception of the
market rates of return specified above, it is assumed that all actuarial assumptions would
be met in the future and that there would be no change in the future for any of the
actuarial assumptions adopted by the Board for the December 31, 2013 valuation.

> The detailed amortization schedule for OCERS’ UAAL as of December 31, 2013 is
provided in the valuation report. Any subsequent change in the UAAL due to actuarial
gains or losses (e.g., from investment returns on actuarial value greater or less than the
assumed 7.25% at market value) are amortized over separate 20-year periods.

> CalPEPRA prescribes new benefit formulas for members with a membership date on and
after January 1, 2013. For Rate Groups 1, 3,9, 10 and 11, we have estimated the Normal
Cost savings' associated with the enrollment of those employees under the new 2.5% at
67 formula. We have also estimated the changes in employee contributions in accordance
with Section 7522.30 of CalPEPRA (i.e., 50:50 sharing of the total Normal Cost with the
new employees).

For Rate Group 2, with the exception of the County’s attorneys, San Juan Capistrano
employees and OCERS Management employees who will receive the 2.5% at 67
formula, all new employees in Rate Group 2 will receive the “new” 1.62% at 65
formula.” We assumed that the proportion of the payrolls from County’s attorneys, San
Juan Capistrano employees and OCERS Management employees who will receive the
2.5% at 67 formula instead of the “new” 1.62% at 65 formula in the future would remain
unchanged from that observed at the December 31, 2013 valuation. As of

December 31, 2013, payroll for active members under the 2.5% at 67 formula in these

' To estimate the savings, we have made a simplifying assumption that there will be a shift in the proportion of
payroll such that current active members would be replaced over the next 20 years (starting in 2013) by new
members under 2.5% at 67 on a prorated basis.

* The “new” 1.62% at 65 formula is the CalPEPRA Plan T.
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three categories represented about 9.5% of the payroll for members under either the 2.5%
at 67 formula or the “new” 1.62% at 65 formula in Rate Group 2. We have estimated the
Normal Cost savings® associated with the enrollment of new members under the two new
formulas. We have also estimated the changes in employee contributions in accordance
with Section 7522.30 of CalPEPRA.

> For Rate Group 6, 7 and 8 members with a membership date on and after
January 1, 2013, we have estimated the Normal Cost savings4 associated with the
enrollment of those members under the new 2.7% at 57 formula. We have also estimated
the changes in employee contributions in accordance with Section 7522.30 of
CalPEPRA.

> We understand that, with the exception of new members who would be covered under the
“new” 1.62% at 65 formula, in the determination of pension benefits under the
CalPEPRA formulas the maximum compensation that can be taken into account for new
members on and after January 1, 2014 is equal to 120% of $115,064 ($138,077 in 2014).
To the extent this provision will limit compensation of the new members, our assumption
that the total payroll will increase by 3.75% each year over the projection period (for use
in determining the contribution rate for the UAAL) may be overstated somewhat. Under
that scenario, there will be an increase in the UAAL contribution rate as the amount
required to amortize the UAAL will have to be spread over a somewhat smaller total
payroll base.

> Other than the above adjustments to the Normal Costs from the new CalPEPRA
formulas, we have not included any other adjustments for the pre-CalPEPRA members
such as the anticipated reduction in proportion (and hence in the associated Normal Cost)
of existing Tier 1 active members (with pension benefits based on final one year average
formula) relative to the increase in proportion of existing Tier 2 active members (with
pension benefits based on final three year average formula) for members in any Rate
Group.

Other Considerations
Projections, by their nature, are not a guarantee of future results. The modeling projections are

intended to serve as illustrations of future financial outcomes that are based on the information
available to us at the time the modeling is undertaken and completed, and the agreed-upon

3 To estimate the savings, we have made a simplifying assumption that there will be a shift in the proportion of
payroll such that current County’s attorneys, San Juan Capistrano and OCERS Management active members
would be replaced over the next 20 years (starting in 2013) by new members under 2.5% at 67 on a prorated
basis. All other active members would be replaced over the next 20 years (starting in 2013) by new members
under 1.62% at 65 on a prorated basis.

# To estimate the savings, we have made a simplifying assumption that there will be a shift in the proportion of
payroll such that current active members would be replaced over the next 20 years (starting in 2013) by new
members under 2.7% at 57 on a prorated basis.
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assumptions and methodologies described herein. Emerging results may differ significantly if
the actual experience proves to be different from these assumptions or if alternative
methodologies are used. Actual experience may differ due to such variables as demographic
experience, the economy, stock market performance and the regulatory environment.

This study was prepared under the supervision of Andy Yeung, ASA, MAAA. T am a member
of the American Academy of Actuaries and meet the qualification requirements to provide the
opinion contained herein.

Please let us know if you have any questions.
Sincerely,

h‘kk ‘ L/l QJ‘._.-”?
Andy Yeung

MYM/bgb
Enclosures

cc: Suzanne Jenike
Brenda Shott
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